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SUBJECT: NOVEMBER 18-19 ECONOMIC POLICY COMMITTEE (EPC) 

MEETING: OECD COUNT.RIES DISCUSS ECONOMIC 
POLICY IN WAKE OF RAMB OUILLET 

REFS: (A) OECD PARIS 29370 

(B) OECD PARIS 29331 

(C) OECD DOCUMENT CPE(75)1 1 

(D) OECD DOCUMENT CPE(75)13 AND CORRIGENDUM 

(E) OECD DOCUMENT CPE(75)12 

1. SUMMARY AND MAJOR CONCLUSIONS: IN DISCUSSION WHICH 
SHOWED INFLUENCE OF SHARED OBJECTIVES ALONG LINES 
SPELLED OUT IN RAMBOUILLET DECLARATION, 

SENIOR ECONOMIC POLICY OFFICIALS OF OECD COUNTRMET NOVEMBER 18-19 
TO TAKE 

PULSE OF CURRENT ECONOMIC TRENDS AND TO ASSESS THEIR 
PRESENT AND PROSPECTIVE POLICIES. DISCUSSION CENTERED 
ON THE POLICY STRATEGY FOR STIMULATING RECOVERY AND 
REDUCING UNEMPLOYMENT FROM CURRENT HIGH LEVELS, WITHOUT 
REKINDLING AN INFLATIONARY SPIRAL WHICH WOULD SAP CON- 
SUMER ARD BUSINESS CONFIDENCE, POSSIBLY LEAD TO POLICY 
REVERSALS AND CHOKE RECOVERY IN ITS INFANCY. 

2. COUNTRIES GENERALLY FELT THAT SECRETARIAT ESTIMATES 
OF THE SPEED OF THE IMPENDING RECOVERY (DIFFERENCE BEING 
PARTICULARLY NOTABLE FOR U.S. AND GERMANY) WERE NOT 
ONLY TOO PESSIMISTIC, BUT THAT THE RISKS WERE MORE 
SYMMETRICAL THAN SEEN BY THE SECRETARIAT WHICH 
EMPHASIZED DOWNSIDE RISK, AND FELT THAT RECOVERY WAS MORE APT 
TO FALTER THAN TO PROCEED OUT OF CONTROL. IN LINE WITH 
LIMITED OFFICIAL USE 
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THEIR MORE BUOYANT OUTLOOK ON GROWTH, THEIR SYMMETRICAL 
VIEW OF THE RISKS AND THEIR BELIEF THAT OVER-STIMULATIVE 
POLICY NOW COULD NECESSITATE A MORE RESTRICTIVE FUTURE 
POLICY STANCE, EPC MEMBERS BELIEVE THAT PRESENT POLICY 
OF GRADUALISM IS IN ORDER. THEY FEEL THAT POLICIES OF 
OVER-REACTION WHICH CHARACTERIZED EARLY 1970'S WERE 
MAJOR CAUSE OF FLAGGING PRIVATE SECTOR CONFIDENCE AND 
THUS THAT CONTINUITY AND CONSTANCY OF GOVERNMENT POLICIES 
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WOULD BE IMPORTANT IN RESTORING THAT CONFIDENCE. THERE- 
FORE, GENERAL CONSENSUS WAS THAT COUNTRIES SHOULD STAND 
ON CURRENT POLICIES AND GROWTH TARGETS, BUT SHOULD MONI- 
TOR CLOSELY THEIR IMPACT ON RECOVERY AND SHOULD BE 
READY TO INJECT FURTHER STIMULUS WITHIN THE NEXT FEW 
MONTHS SHOULD THE NEED ARISE. EPC DECIDED TO HOLD EARLY 
MEETINGS TO HELP THIS MONITORING PROCESS (SEE PARA 8 
BELOW). 

3. FOCUS WAS MAINLY ON BIG 5 COUNTRIES, WITH RECOVERY 
PROCESS EXAMINED PARTICULARLY IN U.S., GERMANY, JAPAN 

AND FRANCE. THERE WAS GENERAL AGREEMENT THAT U.K. SHOULD 
WAIT FOR EXPORT LED RECOVERY, AND SAME WAS IMPLICIT PRE- 
SCRIPTION FOR SMALLER OECD COUNTRIES WITH WEAK PAYMENTS 
POSITIONS. SECRETARIAT (FAY) ESTIMATED THAT IF COUNTRY 
FORECASTS REALIZED, THIS WOULD MEAN OECD- AREA REAL 
GNP GROWTH IN 1976 OF 5 PERCENT AND GROWTH OF OECD 
EXPORT VOLUME OF 6 PERCENT. IN CONTRAST, OECD SECRE- 
TARIAT'S REVISED FORECAST FOR 1976 IS NOW FOR 4 PERCENT 
REAL GNP GROWTH AND 4.5 PERCENT IN EXPORT VOLUME. 

4. MANY COUNTRIES STRESSED THAT STRUCTURAL PROBLEMS 
MADE SUSTAINABLE NON-INFLATIONARY RECOVERY MORE PROB 
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LEMATICAL AND DELICATE THAN THOSE OF PAST. THEY NOTED 
THAT INCREASED PRIVATE SAVINGS PROPENSITIES COULD BE LEAD 
ING TO COMPENSATORY STRUCTURAL GOVERNMENT DEFICITS. SOME 
QUESTIONED. HOWEVER, WHETHER THE LINE OF CAUSATION WAS 
REVERSED WITH BIG BUDGET DEFICITS LEADING TO INCREASED 
PRIVATE SAVINGS. AT THE SAME TIME, THE SHARP CHANGES IN 
RELATIVE PRICES (PRIMARILY OIL) ARE GENERATING STRUCTURAL 
ADJUSTMENTS AND INCREASE THE DIFFICULTY OF SIMULTANEOUSLY 
STIMULATING RECOVERY, REDUCING UNEMPLOYMENT AND CONTROL- 
LING INFLATION. SOME COUNTRIES (NOTABLY CANADA) POINTED 
TO INCREASED BARGAINING STRENGTH OF VARIOUS AGENTS IN 
ECONOMY AS A STRUCTURAL SHIFT LEADING TO STRONGER CLAIMS 
ON LIMITED RESOURCES AND HENCE TO A SYSTEMATIC INFLATION- 
ARY BIAS. 

5. CONCERNING POLICY MIX, MANY VOICED VIEW THAT WITH 
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LAGS IN ITS EFFECTS, MONETARY POLICY IMPACT COULD WELL 
BE PRO-CYCLICAL. THEY THEREFORE EXPRESSED DOUBTS ABOUT 
ANY EARLY USE OF MONETARY POLICY TO DAMPEN EXPANSION 
THAT RISKED OVERHEATING. THUS. MUCH SUPPORT EMERGED FOR 
USE OF FISCAL POLICY, SPECIFICALLY FOR ADJUSTMENT OF 
EXPENDITURES RATHER THAN OF TAXES BECAUSE OF UNCERTAIN 
RESPONSE OF PRIVATE SECTOR TO TAX CHANGES. COUNTRIES 
ALSO EXPRESSED VIEW THAT COUNTER-CYCLICAL POLICIES 
DIFFICULT TO TIME AND TO ADMINISTER, THUS LENDING 
FURTHER SUPPORT FOR DESIRABILITY OF RELATIVE CONSTANCY 
IN POLICY. SECRETARIAT AND SCANDINAVIANS SUGGESTED 
RENEWED CONSIDERATION OF INCOMES POLICIES, ESPECIALLY IN 
SITUATIONS WHERE INFLATION MAY FLARE UP FOR STRUCTURAL 
REASONS. SECRETARIAT ADMITTED, HOWEVER, THAT 
COUNTRIES WITH MOST SUCCESS IN FIGHTING INFLATION, I.E. 

U.S., GERMANY, JAPAN, DID NOT HAVE INCOMES POLICIES. 

CANADA EXPLAINED IT HAD RELUCTANTLY ADOPTED INCOMES 
POLICY FOR LACK OF IMMEDIATELY AVAILABLE ALTERNATIVES. 
LIMITED OFFICIAL USE 
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6. ALTHOUGH SMALL COUNTRIES EXPRESSED SOME DOUBTS 
ABOUT SUSTAINABILITY OF RECOVERY IN LARGE COUNTRIES, 

THEY DID NOT PRESS HARD FOR IMMEDIATE STIMULUS IN 
LATTER, IN PART BECAUSE THEY TEND TO SHARE LARGE- 
COUNTRY VIEWS ON THEIR 1976 GROWTH PROSPECTS, BUT ALSO 
(AUSTRALIA, FOR EXAMPLE) BECAUSE OF SOME RECOGNITION 
THAT DANGER OF STOP AND GO IN LARGE COUNTRIES WOULD 
FEED BACK INTO INSTABILITY FOR THE SMALLER COUNTRIES. 

7. EMPHASIZING RAMBOUILLET REAFFIRMATION OF OECD TRADE 
PLEDGE, SECGEN VAN LENNEP EXPRESSED STRONG HOPE THAT 
U.K. WOULD NOT IMPOSE IMPORT RESTRICTIONS. IN RESPONSE, 

U.K. (WASS) LIMITED HIMSELF TO REITERATING PRIME MINIS- 
TER WILSON’S STATEMENT THAT HEADS OF GOVERNMENT HAD 
REAFFIRMED PLEDGE. NO COUNTRY PRESSED ISSUE. (SEE 

PARA 29 BELOW.) SECRETARIAT ALSO EMPHASIZED IMPORTANCE 
OF RATIFICATION OF FINANCIAL SUPPORT FUND AS COUNTERPART 
TO TRADE PLEDGE. 

8. IN CONCLUDING SUMMATION, EPC CHAIRMAN (SIR DOUGLAS 
ALLEN) NOTED TURNAROUND HAS BEGUN AFTER DEEPEST RECES- 
SION SINCE 1930'S, BUT SERIOUS STRUCTURAL PROBLEMS 
REMAIN AND INFLATION RATES HIGHER THAN COUNTRIES 
RESPECTIVELY DESIRE. THERE IS NO CERTAINTY THAT 
RECOVERY WILL PROCEED TO A STABLE SELF-SUSTAINING PRO- 
CESS. HE EMPHASIZED THAT IN FACE OF STRUCTURAL PROB 
LEMS, OECD MUST STRENGTHEN ITS MEDIUM-TERM ANALYSIS, AND 
UNDERSCORED WORK OF MCCRACKEN GROWTH GROUP. FINALLY, 
ALLEN STATED THAT EPC INCLINED TO GIVE BENEFIT OF DOUBT 
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TO BIG 5 FORECASTS THAN IT WAS BEFORE MEETING, AND THAT 
COUNTRIES' POLICY COMMITMENTS TO SUSTAIN RECOVERY WAS 
CAUSE OF ENCOURAGEMENT. COMMITTEE FELT' HOWEVER, THAT 
STAKES WERE HIGH AND THAT SITUATION BORE CAREFUL MONI 
TORINO. THUS’ NEXT MEETING OF FULL EPC WILL BE MARCH 
8-9, RATHER THAN IN MAY OR JUNE, AS PREVIOUSLY SCHEDULED. 

(EPC EXPANDED BUREAU, WHICH MET TWICE DURING NOVEMBER 
17 AND 18, ALSO DECIDED THAT NEED FOR VIGILANCE OVER 
EVOLVING SITUATION MADE IT USEFUL FOR BUREAU TO MEET 
IN EARLY JANUARY, IN WASHINGTON OR NEW YORK. AROUND THE 
TIME OF THE INTERIM COMMITTEE'S MEETING IN JAMAICA. 
SECRETARIAT SOURCES FEEL BUREAU MEETING AT CURRENT EPC 
WAS MORE FRUITFUL THAN ON SOME PAST OCCASIONS. SEVERAL 
POINTS WHICH WERE BROUGHT OUT IN THIS RESTRICTED FORUM. 
RATHER THAN IN PLENARY EPC, ARE NOTED IN THE FOLLOWING 
PARAGRAPHS.) 

9. IN OTHER ACTIONS' EPC AGREED IN PRINCIPLE TO PUBLI 
CATION OF STUDIES ON PUBLIC EXPENDITURE AND INCOME 
MAINTENANCE SUBJECT TO AGREEMENT IN EPC'S WP-2 ON THEIR 
CONTENTS. EPC ALSO AGREED THAT ITS TEMPORARY WORKING 
PARTY (TWP) SHOULD CONTINUE TO MONITOR SMALL OECD 
COUNTRY BALANCE-OF-PAYMENTS PROBLEMS AND THAT TWP SHOULD 
STUDY FINANCIAL PROBLEMS OF NON-OIL LDC'S IN CONNECTION 
WITH BACKSTOPPING OF CIEC (FOURTH COMMISSION). 

COUNTRY POLICIES AND PROSPECTS 

10. U.S. DELAGATE (MALKIEL) LED OFF COUNTRY DISCUSSION. 
ENUMERATING MAIN FACTORS THAT LEND SUPPORT TO U.S. 

RATHER THAN SECRETARIAT ESTIMATES OF 1976 GNP GROWTH 
ESTIMATES. WHILE STATING THAT STOCKBUILDING WOULD NOT 
PROVIDE MAJOR SUPPORT IN 1976, U.S. ADDED THAT SWING 
LIMITED OFFICIAL USE 
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FROM CURRENT DECUMULATION TO ACCUMULATION OF 0.5 PERCENT 
OF GNP WOULD ADD 1 PERCENT TO GN/: OVER 
SECRETARIAT ESTIMATES 4 PERCENT 1976 GROWTH IN PRIVATE 
CONSUMPTION, WHILE U.S. SEES GROWTH OF OVER 5 PERCENT. 

SOME DECLINE IN SAVINGS RATIO TOGETHER WITH INCREASE 
IN REAL DISPOSABLE INCOME WOULD PRODUCE THIS RESULT. 

FALL IN UNEMPLOYMENT AND ESPECIALLY IN LAYOFF RATE 
(INCREASING CONFIDENCE), DECLINING INFLATION RATE 
(INCREASING CONFIDENCE AND REAL WEALTH) ALL SHOULD CON- 
TRIBUTE TO FALL IN SAVINGS RATIO. 

1 1 . SECRETARIAT SAW WEAKNESS IN FIXED INVESTMENT 
BECAUSE OF EXISTENCE OF LARGE EXCESS CAPACITY. U.S. 

ARGUED THAT ECONOMIC CAPACITY MUCH LESS THAN ENGINEERING 
CAPACITY, THAT PROFIT POSITION GREATLY IMPROVED AND 

THAT RECENT SURVEYS INDICATED IMPROVEMENT IN 
BUSINESSMEN'S EXPECTATIONS. THUS, NOT ONLY DID U.S. 

BELIEVE THAT INVESTMENT DEMAND WOULD BE STRONG, BUT THAT 
SINCE RATIO OF INVESTMENT TO GNP WOULD NOT BE HIGHER 
THAN 1960-75 AVERAGE, GROWTH RATE WOULD BE SUSTAINABLE. 

12. U.S. NOTED THAT OUR INFLATION ESTIMATES BELOW THOSE 
OF SECRETARIAT FOR 1976, BUT THAT WE MAINTAIN "GUARDED 
OPTIMISM" ON PRICE OUTLOOK. PROBABLE DOMESTIC OIL PRICE 
DECONTROL SCENARIO POINTED TO SMALLER INCREASE 
THAN SEEN BY SECRETARIAT. IN ADDITION, RECENT 

TRENDS INDICATE SUBSTANTIAL PRICE MODERATION IN FOOD. 
FINALLY, IMPROVED PROFITS AND INCREASE IN UNIT LABOR 
COSTS OF LESS THAN 5 PERCENT WERE CONSISTENT WITH 
INCREASE IN MANUFACTURING PRICES OF LESS THAN 6 PERCENT. 
ALSO, MONETARY POLICY TARGETSWERECONSISTENT WITH PRICE 
AND REAL GROWTH FORECASTS WITHOUT SIGNIFICANTLY HIGHER 
INTEREST RATES, GIVEN ALLOWANCE FOR CYCLICAL AND TREND 
INCREASES IN VELOCITY. 

13. U.S. STRONGLY SUPPORTED POLICY OF GRADUALISM, NOT- 
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ING THAT TOO FAST AN EXPANSION COULD OUTSTRUP 
CAPACITY AND RENEW SPECTRE OF INFLATION. MOREOVER, TOO 
MUCH STIMULUS COULD RAISE INFLATIONARY EXPECTATIONS, 

DRIVE UP LONG-TERM INTEREST RATES, WEAKEN SECURITIES 
MARKETS, PRIVATE-SECTOR CONFIDENCE AND REAL PROFITS. IN 
THIS CONNECTION, U.S. NOTED THAT IN REF (C), SECRETARIAT 
SEEMED TO PLACE MOST OF RISK ON DOWNSIDE, AND COMMENTED 
THAT WE SHOULD CONSIDER RISKS IN CONTEXT OF SIMULTANEOUS 
REFLATIONARY MEASURES IN LARGE COUNTRIES AND OF POSSI- 
BILITY OF RAPID PICKUP IN CONSUMER CONFIDENCE. IN THIS 
CONTEXT, DOWNSIDE AND UPSIDE RISKS SHOULD BE SEEN AS 
SYMMETRICAL. 

14. FRG: FRG (TIETMEYER) STATED THAT SUBSTANTIAL 
DIFFERENCES BETWEEN OFFICIAL FORECASTS AND THOSE OF 
SECRETARIAT REMAINED AFTER SECRETARIAT REVISIONS FOLLOW- 
ING SHORT TERM FORECASTERS MEETING. FRG AGAIN POINTED 

TO BUOYANT SEPTEMBER NEW-ORDER FIGURES, AND ADDED THAT 
OCTOBER BUSINESS SURVEY SHOWED FAVORABLE RESULTS FOR 
FIRST TIME IN LAST FEW YEARS. FRG NOTED THAT INVEST- 
MENT DEMAND CONTINUES TO BE STRONG, THAT ANTICIPATORY 
CONSUMWR SPREE EXPECTED IN 1976 (BECAUSE OF IMPLEMENT ANION 

OF INDIRECT TAX INCREASES IN JANUARY 1977) AND 
THAT FOREIGN ORDERS HAVE REVIVED SUBSTANTIALLY. 

15. USING SECRETARIAT'S ESTIMATES OF EFFECTS OF AUTONO- 
MOUS EXPENDITURE INCREASE IN ONE COUNTRY ON GNP IN 
OTHERS (TRANSMISSION EFFECTS), FRG CONCLUDED THAT GROWTH 
IN GERMANY HAD RELATIVELY LESS IMPACT ON GROWTH IN OTHER 
OECD COUNTRIES THAN GROWTH IN EITHER U.S. OR JAPAN, AND 
THUS THAT IMPORTANCE OF FRG IN STIMULATING RECOVERY ELSE- 
LIMITED OFFICIAL USE 
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WHERE OVER-EMPHASIZED. MOREOVER, FRG NOTED THAT IN JUST 
NINE MONTHS OF 1975 VALUE OF IMPORTS FROM FRANCE HAD 
INCREASED 4 PERCENT; FROM ITALY 14 PERCENT; FROM U.K. 

18 PERCENT; AND FROM IRELAND 19 PERCENT. 

16. FRG STATED THAT FISCAL POLICY WOULD MAINTAIN 
EXPANSIONARY COURSE IN 1976, WITH DEFICIT EQUAL TO 8 PER- 
CENT OF GNP (THEY ALSO NOTED INTENTION OF REDUCING 
DEFICIT IN 1977). GERMANS EMPHASIZED GRADUALISM AND 
CONTINUITY AS CORRECT 1976 FISCAL STANCE AND INDICATED 
THAT NO FURTHER FISCAL STIMULUS WAS CURRENTLY PLANNED. 

17. RE MONETARY POLICY, EMMINGERSAID THAT DECISION 
HAD NOT YET BEEN MADE TO CONTINUE POLICY OF SETTING 
MONETARY GROWTH TARGETS, BUT IN ANY CASE MONEY SUPPLY 
WILL BE ADEQUATE TO LUBRICATE RECOVERY. SUBSTANTIAL 
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BANK LIQUIDITY REFLECTS POLICY OF MONETARY EASE AND 
CENTRAL BANK ATTEMPT TO COUNTERACT INCREASES IN SHORT- 
TERM INTEREST RATES. EMMINGER RELUCTANT TO PREDICT 
COURSE OF INTEREST RATES IN 1976, NOTING IMPORT ROLE OF 
INFLATIONARY EXPECTATIONS AND OF SIZE OF BUDGET DEFICIT 
FINANCING REQUIREMENTS RELATIVE TO PRIVATE CREDIT 
DEMANDS. HE STRESSED, HOWEVER. THAT STABILITY IN REAL 
GNP COMPONENTS IMPOSSIBLE WHEN CONFIDENCE IN MONEY IS 
LACKING. 

18. IN THE END, TIETMEYER, ACKNOWLEDGED WIDE RANGE OF 
UNCERTAINTY IN PROJECTING GNP, FELT THAT 1976 GROWTH 

COULD BE AS LOW AS 3 PERCENT OR AS HIGH AS 7 PERCENT. HOWEVER HE 
STATED THAT 5 PERCENT WAS MOST LIKELY OUTCOME AND THAT 
ACHIEVEMENT OF 5 PERCENT GROWTH RATE WAS AIM OF GERMAN 
POLICY. 

19. JAPAN: JAPANESE/SECRETARIAT DIFFERENCES ON 1976 

GNP AND PRICE PROJECTIONS SMALL, WITH SECRETARIAT EXPECT- 
ING 4.5 PERCENT GNP GROWTH AND 7-8 PERCENT INFLATION 
RATE, AND JAPAN FORECASTING 5-6 PERCENT AND 7.5 PERCENT 
RESPECTIVELY. SECRETARIAT (FAY), HOWEVER. NOTED THAT 
ITS FORECASTS OF SHARP PRICE ACCELERATION IN SECOND 
HALF OF 1976 WAS CAUSE FOR CONCERN. JAPAN AGREED THAT 
HIGHEST PRIORITY MUST BE ATTACHED TO CONTROL OF INFLA- 
LIMITED OFFICIAL USE 
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TION EVEN THOUGH RECOVERY WOULD BE MODERATE BY HISTORI- 
CAL STANDARDS. IN THIS CONNECTION, HOWEVER, JAPANESE 
FELT THAT RECENT MODERATION IN WAGES AND PRICES MAY 
AUGER WELL FOR FUTURE. JAPANESE STILL SEE WEAKNESS 
IN PRIVATE SECTOR WITH SPARE CAPACITY RETARDING 
INVESTMENT, LACK OF CONSUMER CONFIDENCE AND FALL IN 
REAL WAGES IMPEDING CONSUMPTION GROWTH AND EXPECTATION 
THAT EXPORTS WILL CONTRIBUTE LITTLE TO EXPANSION. IN 
THESE CIRCUMSTANCES, GOVERNMENT SPENDING HASTO FILL 
DEFLATIONARY GAP AND FOURTH STAGE REFLATION PACKAGE HAS 
BROUGHT DEFICIT TO 3.7 PERCENT OF GNP. 
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20. WITH RECOVERY UNDERWAY AND DANGER OF RAPID INFLA- 
TION STILL REAL. IAPANESE, LIKE U.S. AND FRG, HAVE 

OPTED FOR POLICY OF PRAGMATISM, AND NO ADDITIONAL FISCAL 
STIMULUS IS PLANNED. GOI STATED THAT MONETARYPOLICY WOULD 
SUPPORT RECOVERY, RECALLING THAT DISCOUNT RATE HAD BEEN 
CUT FOUR TIMES SINCE APRIL, THAT RESERVE REQUIREMENTS 
HAD BEEN REDUCED AND THAT MONEY SUPPLY HAD INCREASED 
15 PERCENT IN THIRD QUARTER. JAPANESE STRESSED THAT 
EXPENDITURE POLICY SHOULD (IN ADDITION TO TRADITIONAL 
COUNTER-CYCLICAL GOALS) BE GEARED TOWARD IMPROVING 
QUALITY OF GROWTH, INCREASING WELFARE AND ADAPTING 
ECONOMIC STRUCTURE TO CHANGED ENVIRONMENT (SUCH AS 
RELATIVE PRICE SHIFTS). 

21. FRANCE: FRENCH DELS (CORTESSE AND DE LAROSIERE) 

SAID THAT MODERATE GNP GROWTH OF 4.5 PERCENT IS EXPECTED 
FOR FRANCE IN 1976 ON THE BASIS OF CURRENT POLICIES, BUT 
THERE REMAIN RISKS OF STAGFLATION. INFLATION BY IT- 
SELF COULD INTENSIFY IF EXPORT DEMAND TURNS OUT TO BE 
STRONGER THAN EXPECTED. THEYACKNOWLEDGED THAT 
THERE ARE GREAT UNCERTAINTIES AND THE 

SECRETARIAT’S LOW GNP GROWTH ESTIMATE OF 2.5 PERCENT 
WAS NOT OUT OF THE QUESTION. HOWEVER, FRENCH EMPHASIZED 
POLICIES COULD BE CHANGED IF CURRENT EXPECTATIONS ARE 
NOT REALIZED. THE USE OF AN INCOMES POLICY MIGHT BE 
POSSIBLE IN SOME CIRCUMSTANCES, ALTHOUGH THIS WAS NOT 
NOW CONTEMPLATED. 

22. FRENCH ARGUED THERE WERE POSITIVE SIGNS THAT 
FRENCH ECONOMY IS IMPROVING. REDUCTION OF INVENTORIES 
HAS ENDED AT RETAIL LEVEL AND IN SOME INDUSTRIES. 

NOTABLY THE AUTO SECTOR. BUSINESS CONFIDENCE HAS 
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IMPROVED FROM NEGATIVE TO NEUTRAL. HOUSEHOLD CONSUMP- 
TION HAS BEEN MAINTAINED TO OFFSET THE FALL IN FOREIGN 
DEMAND. INVESTMENT IS EXPECTED TO BE STRONG IN 1976, 

DUE IN PART TO A REDUCTION IN GROSS CAPITAL FORMATION 
OF 10 PERCENT IN 1975 AND THE INVESTMENT INCENTIVES 
CONTAINED IN THE SEPTEMBER REFLATIONARY PROGRAM, EFFECTS 
FROM WHICH WILL BE CONCENTRATED IN 1976. HOWEVER, THERE 
HAS BEEN LITTLE SIGN YET OF AN IMPROVEMENT IN INVEST- 
MENT, AND DIFFERENCES IN FORECASTS FOR INVESTMENT ARE 
THE LARGEST SINGLE FACTOR IN THE DIFFERENT GOF AND 
SECRETARIAT FORECASTS. (EARLIER AT THE EPC BUREAU MEET - 
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ING, DE LAROSIERE SAID GOF HAS PERHAPS ERRED IN STRESS- 
ING STIMULATION OF INVESTMENT. HE SUGGESTED THAT IF 
POLICY CHANGES SEEM WARRANTED LATER, IT MIGHT BE IN 
THE DIRECTION OF MORE CONSUMPTION.) 

23. FRENCH STATED THERE ARE THREE FRAGILE POINTS IN 
FRENCH ECONOMIC STRUCTURE: (A) INFLATIONARY PRESSURES 
REMAIN HIGH. DOWNWARD MOVEMENT IN INFLATION RATES HAS 
NOW STOPPED AND WAGE RATES REMAIN HIGH. (B) THE 
FOREIGN TRADE BALANCE WHICH WILL BE IN EQUILIBRIUM FOR 
1975 AS A WHOLE IS NOW RUNNING IN DEFICIT (1.5 BILLION 

FF IN OCTOBER). AS RECOVERY GETS UNDERWAY, THIS DEFICIT 
WILL GET WORSE. A TOTAL TRADE DEFICIT OF 15 TO 20 
BILLION FF IS FORECAST FOR 1976. IN RESPONSE TO A 
QUESTION, HE SAID THE FRENCH FORECAST OF A 6 PERCENT 
INCREASE IN EXPORTS IN 1976 WAS BASED ON A ONE-HALF OF 
ONE PERCENT INCREASE IN TOTAL MARKET SHARE AND A GROWTH 
IN THE FRG ECONOMY OF 4 PERCENT (HALF-WAY BETWEEN THE 
SECRETARIAT AND FRG ESTIMATES). (C) THE GOVERNMENT 
BUDGET DEFICIT THIS YEAR WILL BE LARGE, RUNNING ABOUT 
40 BILLION FF OR 3 PERCENT OF GDP. HOWEVER' ALTHOUGH 
BUDGET PRESENTED BY GOVERNMENT FOR 1976 WILL BE 
BALANCED, THERE WILL IN FACT BE A CASH DEFICIT IN 1976, 

IF ONLY BECAUSE OF UNSPENT AUTHORIZATION CARRIED OVER 
INTO 1976. 

24. U.K (WASS) SAID HMG FORECAST WAS MOREOPTIMISTIC 

ON GROWTH THAN SECRETARIATS DUE TO EXPECTED RETURN OF 
CONSUMER CONFIDENCE AS INFLATION RATES SLOW DOWN, 

REVIVAL IN HOUSING AS SAVINGS MAKE MORE FUNDS AVAILABLE 
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FOR HOME PURCHASES, AND STRONGER EXPORTS ON THE BASIS 
OF A BETTER RECOVERY IN OTHER COUNTRIES. HE BELIEVED 
THE GOVERNMENT HAD SUCCEEDED IN EDUCATING THE PUBLIC 
ABOUT THE NEED TO ACCEPT LIMITS ON WAGE INCREASES AND 
LOWER REAL INCOMES IN RESPONSE TO HIGHER OIL AND 
COMMODITY PRICES IN ORDER TO SLOW DOWN INFLATION AND 
SHIFT RESOURCES INTO EXPORT INDUSTRIES. ABOUT 25 PER- 
CENT OF WAGE CONTRACTS HAVE NOW BEEN RENEGOTIATED UNDER 
THE AGREED 6 POUNDS PER WEEK LIMITATION. GOVERNMENT WAS 
DETERMINED TO HOLD TO THIS COURSE, BUT HE ACKNOWLEDGED 
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THAT AS UNEMPLOYMENT CONTINUED TO RISE NEXT YEAR AND 
REAL INCOMES FALL, IT WILL BE INCREASINGLY DIFFICULT 
TO KEEP WAGES DOWN. 

25. IN RESPONSE TO A QUESTION BY U.S., WASS SAID THAT 

THE DETERIORATION OF THE STERLING EXCHANGE RATE HAS KEPT 
U.K. COMPETITIVE POSITION AT BASE YEAR OF 1970 LEVEL. 

26. WASS SAID U.K. HAD APPLIED TO IMF (INCLUDING OIL 
FACILITY) FOR $1.8 BILLION. IF THIS CREDIT IS NOT AVAIL- 
ABLE WASS SAID. THERE WOULD BE SERIOUS QUESTION ABOUT 
U.K. ABILITY TO FINANCE ITS DEFICIT IN 1976. 

27. SMALL COUNTRIES: SMALL COUNTRIES EXPRESSED SOME 
CONCERN ABOUT SUSTAINABILITY OF RECOVERY IN LARGE 
COUNTRIES. AND STRESSED THAT IN THE ABSENSE OF SUCH 
RECOVERY THEIR OWN ROOM FOR MANEUVER IN TAKING STIMULA- 
TORY ACTION IS CURRENTLY SERIOUSLY CONSTRAINED BY 
CONSEQUENT CURRENT ACCOUNT DETERIORATION. SEVERAL 
SMALL COUNTRIES NOTED THAT FACT THEY WERE LAGGING 

BIG COUNTRIES IN DOWNTURN CYCLE HAD EXACERBATED CURRENT 
ACCOUNT PROBLEMS. SOME COUNTRIES (I.E. GREECE) 

MPHASIZD IMPORTANCE OF SUPPORT FUND RATIFICATION 
ESPECIALLY SINCE CAPITAL NEEDS OF MAIOR COUNTRIES COULD 
ABSORB LARGE AMOUNTS OF INTERNATIONAL LIQUIDITY AS THEIR 
RECOVERY PROCEEDS, THUS LIMITING SMALL COUNTRY ABILITY 
TO BORROW. 

28. SMALL COUNTRIES DID NOT PRESS FOR IMMEDIATE FURTHER 
REFLATIONARY MEASURES IN LARGE COUNTRIES, IN PART 
BECAUSE THEY SHARE LATTER’S VIEW ON PAC OF RECOVERY, 

BUT ALSO LARGE COUNTRIES EXPRESSED INTENTION OF MONITORING 
SITUATION CLOSELY AND OF TAKING FURTHER STIMULATIVE 
LIMITED OFFICIAL USE 
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ACTION IF NECESSARY. SOME COUNTRIES ALSO FELT THAT 
OVERREACTION IN LARGE COUNTRIES COULD HAVE DESTABILIZING 
FEEDBACK EFFECTS ON SMALL COUNTRIES. 

TRADE PLEDGE 

29. AT EPC BUREAU MEETING, U.K. REP (WASS) SAID THAT 



Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 06 JUL 2006 




Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 06 JUL 2006 



WITH UNEMPLOYMENT RISING HMG WAS COMING UNDER INTENSE 
PRESSURE FROM UNIONS TO PROTECT SELECTED INDUSTRIES BY 
IMPOSING IMPORT RESTRICTIONS. /LASS SAID NO DECISION 
HAS BEEN TAKEN, BUT HE LEFT IMPRESSION THAT SOME 
RESTRICTIONS ARE LIKELY. 

30. AT BUREAU MEETING OTHER REPS WERE SHARPLY CRITICAL 
OF ANY U.K. RESORT TO IMPORT CONTROLS. OECD SECGEN 
VAN LENNEP RECALLED THAT WHEN TRADE PLEDGE WAS RENEWED, 
U.K. HAD SAID ITS RENEWAL WAS WITH UNDERSTANDING THAT 
STRONG COUNTRIES WOULD EXPAND ECONOMICS AND THAT 
ADEQUATE FINANCING WOULD BE AVAILABLE FOR DEFICIT 
COUNTRIES. BOTH THESE CRITERIA NOW MET, SAID VAN LENNEP' 
SINCE RECOVERY IS UNDERWAY AND FINANCING IS AVAILABLE TO 
U.K. WASS REPLIED ANY MEASURES WOULD BE DESIGNED TO PRO- 
TECT SPECIFIC INDUSTRIES AND THUS WOULD NOT BE AGAINST 
OECD TRAD PLEDGE WHICH AIMED TO PREVENT GENERAL RES- 
TRICTIVE MEASURES TO SHORE UP BALANCE OF PAYMENTS. VAN 
LENNEP AT BUREAU MADE POINT ABOUT PURPOSE OF TRADE PLEDGE 
TO AVOID RECOURSE VEN TO MEASURES PERMITTED BY GATT 
WHICH COULD HAVE DANGEROUS CHAIN REACTION EFFECTS. HE 
REPATED THIS IN PLENARY (SEE BELOW). 

OTHER REPS AT BURAU (I.E. DE LAROZIERE) EMPHASIZD 
DIFFICULTY OF RESISTING PROTECTIONIST PRESSURES IN OWN 
COUNTRIES IF U.K. ACTED. 
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3 1 . AT EPC PLENARY, SECGEN VAN LF.NNF.P NOTED PRESS 
REPORTS THAT U.K. CONSIDERING TRADE RESTRICTIONS. SECGEN 
NOTED THAT WHILE GATT RULES (ARTICLE XIX) DO PROVIDE FOR 
RELIEF IN CASES OF SERIOUS INJURY TO AN INDUSTRY, 
PARTICULARLY IN UNUSUAL OR ACUTE CONDITIONS; THE CRUCIAL 
ELEMENT IS WHETHER ANY ACTION RISKS CAUSING CHAIN 
REACTION OF PROTECTIONISM. THE OECD TRADE PLEDGE WAS 
DESIGNED TO AVOID POSSIBILITY THAT RECOURSE TO TRADE 
RESTRICTIONS IN RESPONSE TO THE PROBLEMS CONNECTED WITH 
THE BALANCE-OF-PAYMENTS RECESSION WOULD LEAD TO WIDE- 
SPREAD PROTECTIONIST MEASURES. WASS TOOK NOTE OF VAN 
LENNEP REMARKS. BUT SAID HE COULD NOT GO BEYOND PRIME 
MINISTER WILSON'S STATEMENT MADE AT RAMBOUILLET. 
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32. REPORT ON WP-3 AND TWP: MARRIS BRIEFLY REPORTED ON 
DISCUSSIONS IN WP-3 AND ON TWP'S REVIEW OF BALANCE OF 
PAYMENTS OF SMALL COUNTRIES. RE WP-3, HE EMPHASIZED 
THAT THERE HAD BEEN DISCUSSION OF COUNTRY/SECRETARIAT 
GROWTH PROJECTION WHICH LEAD TO INTERNALLY CONSISTENT 

BUT DIVERGENT ESTIMATES OF OECD 1976 CURRENT ACCOUNT DEFICITS 
(SECRETARIAT'S $13 BILLION; COUNTRIES $20 BILLION). 

MARRIS ALSO REPORTED THAT HIGHLIGHT OF DISCUSSION ON 
EXCHANGE RATES WAS CONCLUSION THAT BECAUSE U.S. WAS 
LEADING RECOVERY INTEREST DIFFERENTIAL OPENED IN FAVOR OF 
U.S. BUT THAT MOST OF THIS EFFECT ON DOLLAR EXCHANGE 
RATE HAD ALREADY TAKEN PLACE. 

33. IN REPORTING ON TWP DISCUSSION ON BALANCE OF PAY- 
MENTS SITUATION OF SMALLER OECD COUNTRIES,MALLIS EMPHASIZED 
NO SERIOUS FINANCING DIFFICULTIES WERE FORESEEN 
ALTHOUGH ONE OR TWO COUNTRIES SAID THEY MAY WELL RUN 
INTO DIFFICULTIES. MARRIS ADDED THAT PRESENT SITUATION 

NOT CAUSE FOR COMPLACENCY, SINCE AS OECD COUNTRIES 
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EXPAND, CREDIT TO FINANCE SMALL-COUNTRY DEFICITS MAY 
BECOME MORE DIFFICULT TO OBTAIN AND, FURTHERMORE, 

COUNTRIES ARE RELUCTANT TO OPENLY ACKNOWLEDGE DEGREE OF 
FINANCING DIFFICULTIES. 

TURNER 
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